Aaron Borrowman 

From: Richard Tad Lepman [tad@bieor.comJ 
Sent: Tuesday, April 1 3, 2004 3:29 AM 
To: tad@bieor.com 

Subject: NCR's Value Analyzer D tails, details.... 
from url: http:/Avww.teradata.com/t/go.aspx/?id=1 14539 



Applied Solutions 



DETAILS, DETAILS 

artfonT" "-t"? The answer Is in their 



M stc mpaniessay 
they know who their 

m St valuable 
cust mers are, but 
their view is often 
based on flawed data, 
simplistic 



'19/2004 



by Bart Swartz 

AS AN INVESTOR IN TODAY'S STOCK MARk^FT 

independent reviews of its market sharp .n^ ^^"^7 '^P"*^' '^^ P^^t stocic performance, 

l»»<lucts owned, number of ,c!^n„r„ ? ? °" ""mber of 

m.™ <..««»«, beh^ltb^ rra^ " '^"^ »' s«ys. with , 

.™.p».«n,..,.„.«r:::r.~rr„e"^ 

By the numbers 

The marketpJace abounds with profitability 
systems. I^ost of them use data that has already 
been summarized by source systems of recortJ, 
e.g. by transaction type or by the number of 
occurrences of that transaction type in the last 
period. These summaries, or proxies, are then 
multiplied by the cost per transaction type to 
amve at the customer expense or direct cost. 

Most profitability systems are unable to process 
high volumes of data, so proxies are used 
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instead. Proxies serve to condense customer 
behavior into manageable amounts of 
information that are useful for a specific time 
and purpose. 

While generally accurate enough to develop 
relative profitability measures, proxies lack 
insight into Individual customer behavior and 
are inadequate for companies looking to build 
a franchise around individual customers. 
When a company attempts to extrapolate 
ftJture value from proxies, even the smallest 
inaccuracies or missing data will have a 
dramatic Impact on the results. 

Summarized data presumes that the summary 
will be used to answer specific questions. Even 

Z'LVtllTTT '''' <'econstructed to 

recreate those events. Th,s impacts not only the calculation of the prafitability figures but 
also the analysis for an individual customer or group of customers. 

A look at behavior 

"T"! ' '"^^''"""9 ^"'"^^•""ty at the lowest level- 

Ware ouse "^'"^ ™- - the TendaL 

warehouse, enables multi-dimensional views of profitability, using customer activity as the 

whic Td"" r: '^^"^'^ ^"'^^"■^^ reportingTnd ana y^s 

wh.ch leads to better informed decisions that maximize profitability. In other words the 
measurement of profitability is driven by the behavior associated with the basT^ nstead of 

Z T""' 'ncome-driver^ ca b ' 

.denffied and understood at the most detailed level across the organization. 

Teradata Value Analyzer helps users better understand the value of their customers It 
measures .n detail, the components of customer revenue and customer expense aTt e basic 
un.t and transact.on level. From this data, companies can develop any number of 

S!TTk ' " P""'"^ or by organization 

The calculations mvolve the measurement of each basic unit's profit contribution al« five 

ZlTrh- '"^^'^^^ ''^^ ^^P--' ex ense and 

pmvrs on. This approach allows easy reconciliation with the general ledger and consistent data 
analysis-certainly a revolutionary step for many companies. 

Case study 

consider the telecommunications industry, which often uses average revenue per user (ARPU) 

mont , and Customer B has an ARPU of $100 per month. At face value. Customer A s ^ce 
as valuable as Customer B. However, things are not always as they appear. 

rprS-^bir^r r;"'"' --'ce provider (CSP) can incorporate Into 

^havTor^J TT " «^th other 

^rZ„ ? . , ^^""'^^ "Customer Profitability/Percent 

Of Revenue" calculation in the chart below yields a value that would cause the CSP t^vtew 
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these customers differently than if they just used the ARPU calculation. 

Communications Services Provider 
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click to enlarge graphic 

Teradata Value Analyzer captures the way the CSP treats the account by defining business 
mies associated with profitability drivers such as network expense. 

TTie solution also captures the way the customer interacts with their accounts by incomoratina 
a«ua. transactions In the profitability calculation. The.fo., the account-level p JX" ' 
th un.queness of each customer by the transactions, channels and usage re Jng to eve^ 
account owned by the customer. ^ 

TTiis process can scale for businesses of any size. Royal Bank of Canada, for example has 25 
m.ll.on accounts and handles 52 million transactions on a monthly basis DespiteT;iz o 
the database, it takes less than eight hours to r.n the Teradata Value Analyzer pr.ce 
agamst detail data once a month with neariy 250 business rules 



Analyzing the analyzer 



as^.ue„t«yerstatus,an^C^r^^^^^ 

^^nl^^^'T^l^^^^^^^^^ "-e rules easy to 

be retrieved In^ddidnn *p fi^ 7 h P™ntabillty model are stored in the database and can 
al.ow.«"tot?ho;t^^^^^ 'V"" r "-'o- ™n "f the model 

Simply re-run the next month%r.:'rth^tfrnSn7a;^^^^^^^^^ ""'"^ *° 

The next step In the Teradata Value Analyzer process Is to invoke the profitability engines that run 




Call to action 



Customer profitability measurBment is a three-step exercise. The first step is to understand 
value to the organization. 

To properly understand why a customer is profitable, analysts must have access to the 
mformation that was used to calculate the value. Behind every value calculated by Teradata 
value Analyzer are the five components mentioned earlier. This information needs to be 
calculated and stored to understand trends and anomalies. 

^T^fT' """" ' ' -sment of customers 

With a particular serv.ce package that, while valuable due to their overall relationship 
.ncludmg mortgages and investments, were not contributing to profit as a result of the current 

«^ bank found that a high percentage of them used the bill payment function at the ATM 
profitability fronr) this segment. 

The bank needed to influence the behavior of these valuable customers so they would migrate 
to a more cost-effective means of performing the same transaction. There werl three oprns 

Option I: introduce a fee for paying bills at the ATM. Projected resp nse: Negative public 
re^fons m ve that would penalize customers and could potentially cause a retention pnobl. 



de«rni«,;T"' -ould read and p^cess bill payments 

t::7ZZ^T "^"^ "^""^ - - COS. .0. 

Pti n 3: introduce telephone and Internet banking access into the package. Pp jected 
XTe™ "'^ - - -easingCbank's 

ZTrT.r'^'l' ' ''^^ ^^'^ "^"^'^ - financial 

ol!! I "^'""^^ signmcantly, and fewer than 10% 

Of these packages were loss leaders. After 24 months, an additional package enhancement for 
ncreased transactions each month and a small increase in the monthly fee eliminat Thel 
tosses^ The package ,s now fully profitable and, much more importantly, the clients usi g the 

CRM'S the thing 

fina?.r'"' r'T''"" " - "'9ht is not enough to improve 

financal results. The analysis must result in an action taken to improve results Any ^om Jete 
customer relationship management (CRM) initiative will recognize the need for detailed and 
accura e promabillty calculations. A CRM-oHented profitability measurement procet has o 
meet the needs of CRM managers by providing : 

> Enough detail to explain how the customer comes into contact with the company and the 
expense and revenue associated with each of those contacts- 

r.tT.''"'*'''"^'"' '"''""'"''^ relationship with the business so that the true 

contribution or cost of the relationship is understood • 

> T,^J!''T' '° '''' P'-P^^y understood; 

> Flex,b,l,tv so that the measurement process can easily change as the business 
environment Changes. 

in profitability actionable information is found either hidden in the bits that go into the 
calculation or m the ways the information can be combined with other information unrelated 
to P>^fit^ But, Without a doubt, t.ly actionable in^n^ation is what managemerw:^::: 

""^'^^ '^^'^^""^ - --"^^^ e-^a. a. . 
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